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OFFICE OF REPORTS AND ESTIMAYES,
FAR BAST/PACTFIC BRANCH
INTELLIGENCE HIGHLIGHTS M. 49
20 April - 26 April 1549
SECTION T, SUMMARY OF FAR EASYT TRENDS ARD DEVELOPMENTS
A dispute bolwoen extrems eand modorate faotions hes osused u split in
“he leftist Japen Farmers Unlom {p. 2). Establishmont of a single exvhange .
rate for the yen this week presents many Japenese indusiries squarely with
iy problem of retionelizetion or collapse (p. 2).
Reorganisstion of Xorea's Ministry of Defense hes resulbed in a aoew :
st for Japensse-trained Major Gen. Chai (p. 3). Meanwhile, Government 25X1X
oslleotions of summer grain fece leglaletive oppoeition (p. S)e 25X1X

R=BMPE Loy Bae
Dal®s lmponding veburn, mesrwhile, has inspired osternasible acceptarve of
Vietnem unity by the newly-sleoted Caochinchims Assembly (p. 4).

A new plen for the raising of additional Govermment forces {rom the
torder pacplea of Burma seems to offer 1little hope for rectored order {p. 5o

While preliminary disouseions between the Duteh end Republicans at
batavia st11ll leave complex problems unsolved, the atmoaphere is not hostile
gnd both eides agree thet delay in settlement is dengerous {p. 6).

The Chinese Communists have met 1little oppusition teo thelr renswed
offensive and the long-awaited orossing of the Yengtge hag brought thom
control not only of Nanking but of most of the easbtern Yengtze walley {p. €),
Wnile the new advenove have resulted in ot least tomporary solidarity im
ths badly-shaken Netionanlist ranke, there is reason %o believe that the
Communists deap:l:hs serious economlo preoblems, will bring temporary pesod
axd prosperity to the newly-"liberated” area (p. 8-9),.

The marginal rotations used in sucoeeding ssotions of bthis NeeXly
(*A®, "B® or "G")indio&ta the importsnce of the items in B/ivE opinion
with "A" representing the most importsnt,
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Japan Fermers Union splite-As a result of conflict during preparatory mzate e
irgs, the long~delayed convention of the leftist Japan Farmers Unien, (J70),

which began on 22 April, has been split into two camps = Communist and
Farmer-laborite delegates on the left and lef't-wing Soeialists on the right.,

The division came when minority rightist members of the leftecontrolled JFU
Ceatral Committee walked out after being overrnled in their opposltion to

leftist delegates whose gualifications they had challenged.

Although JFU Chairman KURODA Hisso, Farmer-laborite toss, will attempt
a mwutral course, departure of the predominently Soecialist members of the
JEFU through this right-wing bolt can be expected to resuit in the develope
ment of a definite pro-Commmnist union oriemtation, particularly since
Farver-Laborite policies are susceptible tc Communist exploitation. Depart-
ury of the left-wing Scelalists further implies an end to Socislist attempts
to maintain ties with KURCDA's group, themselves former extreme left-wing
Scelalists. Unless the self-exiled rightists can reach an agreement with
the National Farmers Union, organized by former rightewing Socialist leadsr,
HIXANO Rikizo, they may establish still a third farmers® union,

Single Exchangs rate set--A further step in the shock treatment of Japants i
economy occurred with SCAF establishment of a single exchange rate of Yen

360 to the dollar on 25 April. Replacement of the cumbersome multiple-

exchange rate vy the new single rate will force many margina? industries to
rationalize or expire. Hardest hit will be raw silk producers, who have

beun operating at a loss despite indirect subsidization through an exchange

rate of 420 Yen to the dollar. The shipbuilding industry may be forced to

close down 30% of its yards while staple food importers will need s direct

subsldy of a reported 32 bHillion Yen to continue the preseni level of ime

perts.

Producsrs that will continue to enjoy profits under the new exchange
rghe are the metel (machine tools and rolling stock), chemical and light
irdustries (watches, cameras, and bicycles). The single rats, long expected
by Japanese business and pgovernment eireles, not only will sid in long-ranga
resstablishuent of foreign trade on a sound basis but also will be useful
in forcing a desirable rationalization of the Japanese internal economy.

RET
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Datense Ministry reorganized-~President Rhee has signed an executive order

abolishing the positions of Vice Minlster of National Defense and the Sue
preme Chief of Staff. A Joint Chiafs of Staff organization is to be sub-
stituted and Army and Navy Chiefs of Staff will report directly to the De-
fence Minister. Although Defense Minigter Shin sta'es the move is designed
to zimplify Ministry operations, it also permits assignments to the field
of superfluous officers now at Defensze Headquarters. Further, the action
enables Fhee to effect quietly a long-desired removal of the former Suprewme
Chief of Staff, Chai Byung Duk, a member of the aggressive Japanese=trained
Arm; ~fficer cligue. Mej., Gen, Chai will be given the ordnance commani, =

.

position in line with his Japanese Army experiencs,
NEWS NOTES

Grain collection--The Mational Assembly has passed a messure which
suspends the present grain purchase law until 3L October 1949 and estalb-
lishes a free market in rice. Penalties are provided for hoarding or pro-
fiteering. Although President Rhee probebdly will veto this bill, the Assem
bly will continue to oppose any form of government rice collection. 4 suee
cessful summer grain collestion, therefore, appears extremely doubtful.
Faiiure to colleet summw grains will further sggravate the government ®a
shaky food position and impair the effectiveness of ECA's capital develep-
ment program.

Troop withdrawel--On 18 April President Rhee anmmounced  that discussions
were underway between the Republic of Xorea and the US to establish a date
for withdrawal of US forces from southern Korea. To date, the northern
Korean propaganda outlet, Radio Pyongyang, has not commented directly upon
Rheo's announcement, although nearly every broadeast beamed toc the south
contimues to call for concerted Korean efforts to drive US forces out of
the country. It is probable that Radio Pyongyang 1= awaiting instrictions
from Hoscow «n vhat new line is to be taken in the lipht of Rhoe's an-
nouricement. It is to be expected that the Commmist puppet regime will take
complete cred’i for having forced th3 eventual US withdrawal and will jubi~
lantly annource that Korea, through “omminist efforss, has been brought one
step closer to "unification.®

INDrHTNA

Frerch militar

© DELLEVes that the recent Viet Minh offensive
LLOSEe Dorder region of Tonkin failed if it was meant to be an all-

out'attacku However, he admits it suceeeded in the French forees losing

3E
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an invaluable military asset - their freeden of action and movement, -

the balance will be restored only if further Viet
“inh attacke fail to materialize and if reinforcements are vromptly re-
seived, :

BN 11 recoimend to Paris that 40 to 50 fighter aireraft be Pro-
cured from US sourées sinece these urgently-needed planes are not available

from French stocks. Additionally, I ;e <vontual

*vacuation of Tonkin has been considered by high military officials in

25X1X f.xdochina, although it is not beini ilﬁnned for ti ﬁi ii i"||i| -

Thi= French estimate a

ppears to coineide with these of many other ime
partial, qualified mili:

obaervers in Ind

Current status of Bao Dal plan--Following a faverable 55 to 6 vote by the

)

Coechinehina Territorial Assembly on a motior recommending unification of
Cochinchina with Tenkin and Amnam, former Annamite emperor Bac Dai left
France for Indochina, expecting to arrive there on 28 April, The motiom
ineludes s rezommendation to the French Assembly that the present colonial
atatus of Cochinchina should be abrogated and Cochinehina Joined to the
"associated state of Vistnam," Also ineluded was a special paragraph pro-
viding for the invalidation of the propossd unification in case of any
change in the status of Vietnam within the French-Union. Thus » in the
avent the other states become Communist-dominated, a Ho Chi fnh - Bao Dai
rapprochement is effected, or Vietnam withdrawe from the French Union,
sochinchina has reserved for itself the opportunity to secede from Vietham
and becoms a full-fledged associated state of the French Urndon independent
of its two neighbors. Many Vietnamese members of the Territorial Assenbly
objected Lo this provision and eantendsd that it wonld cloud the elear
declaration of unity and offer an avenue of escape to die-hard opponents
of federation. However, President Xuen of the Provisional Ceniral Covern-
ment and Bao Dal's cabinet chief, Buu Lot » both indicated acceptance of
the entire motion on behalf of the former emperor and their influence
affected the final pessapge,

Perhaps even more significant than the inclusion of the "withdrawsl?
orovision was a rider petitioning Bao Dai for a special siatus for Cochin-
china allowing sseparate assemblies snd a "special institution” wherein
French residents might volce their opinion on economic mztters, Although

1
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the proceedings of the Assembly seemed Lo indicats a surprising amount

of Franeo-Vietnamese cooperation and better control by mederste Fronch
¢lements over the extreme colonialists, it appears that the special pro-
vision and the petition provide definite leverago for certain French sle-
sents in Cochinehina and a real danger to the effective unifieation of
Tietnam,

Yeanwhile, former emperor Bao Dai must remuin inaetive in Indochina
until the French Parliament resonvenes on 17 Nay and eonsiders aporoval
i the new status of Cochinchina. The former enneror i expected 5- hold
- aversations with political leaders and lay the proundwerk for his Loverns
«ent, but he has repeatedly stated that his regime camnot fusction until
the French Assembly has approved unificetion of the threc Kys. Altheugh
Bao Dai is veportedly encouraged by the vote of the Territorial Assembly,
iis efforts to create a workable govermment will be narassed by the protest
demonstrations and increased guerrilla action which can be axpected as
retaliation from Ho Chi Minhis forces.

BURMA

Government plans frontier fores~—The Burmese Government, in a new plan to
restore peace and stability, has propossd the ralsing of ten additional
Army battalions ceomposed of frontier peoples, mostly Kaclins, in ths hope
that this fresh foree would check the deterioration of the military sitpa-
tion, Although Prime Minister Thakin Nu stated that Indiz and Palcistan
have agreed to provide the necessary material, he has recussted additional
allitary aid from the U'S,

If the Burmese Government had developed such a force several mentha
3go, instead of devoling its efforts to the raiging of ineffactive and
1)1l-discinlined police levies, the action would have been more effective,
Ten such frontier battalions s if proverly organized and led » ¢ould not -
only have bsen effeectivsly employed againet Communist and PYO insurgents,
but their activities would have been less likely to antagonise the Xarens
and precipitate the Karen revolt. Appavent optimism over the present
scheme, howsver, is believed to be unwarrsnted for seversl ressons, First,
it is exttremely doubtful if 7-8,000 more troops will be sufficient to do

NBQ

the job presently at hand. Second s although India and Palcisban are apnarent-

¥y making an initial eontribution to wqtip this foree, continued imports
of foreign materiel will ba necessary to meintaln 1%, and suech imports are

by no means assured, Third s the entire wenture ig being plamed independent~

iy by the Burmeses Tar Office, without the aid and advive of the British
M1itary “ission, se that if the envisionad frontier forcs actaally emerges,
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BURMA (eontinued)

in all likelihoed it will be poorly trained and organized. Fourth, it
is aquestionable how long a predominantly Kachin force will romain loyal ’
to a Burman Government. The Kachins presently in the Army have shown
little enthusiasm for fighting the Karens and some Kachin troops have
even deserted to the Karen insurgents. Tt is further reported that the
Kachins as a whole are dissatisfied with conditions in Purma and it is
not entirely certain that they would leave their hills for a prolonged
period to engage in a struggle not of their own making.

PIDONESTA

Hatts - Van Roijen discussions-——Republican Premier Hatta arrived in npw
Ratavia from Rangka Island on 24 April in order to hold informal dis-
cussions with Van Reijen, head of the Wetherlands Delegation. Pre-
liminary reports indicate that Hatta and Van Roljen have made much
progress toward an understanding of each other!s position. Current
diffieulties center around Hatta's unwillingness to ewmsent to a bind-

ing agreement on (1) a cease-fire order, (2) Republican partieipation

at a Hague round-table conference, and (3) troop withdrawals envisaged

in the Januwary 1949 Security Council's Resolution, Van Roljen, how-

ever, is willing %o approseh his government on the possibility of accept-
ing Hatta's persmal assurances if they are formalized through the N
Commission for Indonesia, 7hils Van Roijen would make no promises to
Hatta on Republiecan restoration throughout the whole Jogjakarta Residercy,
he will eensider withdrawal of Duteh troops from the city and its immediate
ervirens as ap initial step, The Duteh Delagate is also willing to assure
Hatta that no more new Federalist states will be earved out of former
Republican territory.

Although the problems still confronting the two parties are camplex,
current discussiors at Batavia mark a decided improvement im Duteh-Repub~
liran relations, Van Holjen and Hatta agree that delay in settlement of -
the Indonesian problem will benefit only Cammunist and extremist elements,
and both appear to ba sincere in their desire to restore stability tothe
area.

CHINA

Communists occupy Nanking, most of esstern Yangtze valley--Om 20 Baw
April, immediately following Betionalist rejcction of Communist surrender
terms, the Red armies, in compliance with MAO Tze=tung’s and CHU Teh's
directive of the same day ("bravely to advance...destroy the reactionary
forces. .. liberate the people of the whole country")’ sffected their long-
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awaited crossing of the Yangtze river. Faced with only paper opposition,
end aided by pre-arranged and voluntery defections st key pointe, the
Communiets rapidly fanned out from initial bridgeheads ne:r Wuhu and
Kiangyin, to the west and sast of Nanking.

On 2% April,Red forces crossed the river from Pukow and took aver
Nenking. Thus the capital of the Republic of China for over 20 years
was unceremeniously and completely a bandoned to the Communists., Irca-
ically, the actual occupetion of Nanking was accomplished by an ex=
Nationalist unit under WU Hua-wen, who hed "gone over"™ at Tsinan some
7 monthe earlier.

Mesanwhile, the principle Communist field forces, together with
guerrillas, were moving down the railroad toward Shanghsi and crcc.-
sountry toward the Chekiang-Kiangsi rsil line. The former force
reportedly tock Scochow and is now 15 kilometers northwest of Shurghai,
Other reports indicate that the Communists have already occupied Kashing,
on the Hangchow-Shaughai railway; if there, this deprives Nationalist
troops in refugee-elogred Shanghei of their last overland route of retreat.

In the five days since the outset of :this lightning Communist drive,
there hes been no oppositiocn from the fleeing Netionalists who saem
far too intent upon getting safely into Shanghai or behind their new
defenss line to off'er any present resistance. ZThis line is anchored
on Hangchow and follows the Chientang River west.

Widespresd and vocal opposition of Shanghai’s populace to meking
that city the scene of bitter fighting plus the low combat efficiency
end morale o the garrison, coupled with dearth of "hard momey" pay
for the troops make it extremely doubtful whether any effective resistence
can or will be offered there, despite loud assurances of the Military
that the city will be defended to the last man. The Communists mey
not wish to take the city with its msnifold problems immediately,
being presently content with sealing off the Whangpoo River to preveat
a sea escape by TANG kn-po and his forces. Rather than fight, TANG
{under the direction of CHIANG Kai-ghek)can be expscted to make every
effort to evacuste ell the troops he can by land, sce, end air, leaving
only lccal militia; thoes remaining cannot be expected to make any
sffective last-ditch stand. It is highly doubtful whether the Naticnalists
ecan or will regroup their units in an attempt to stabilize a front slong
the “hientang River, but will probably continue to withdraw south toward
Centon or Taiwan. Accordingly the question in the Hangchow=Shanghai
sector is not whether the Communists can move intc and easily occupy the
entire aree, but whether the Communists can cut off TAHNG®s forces and
prevent his sscape south.

On to the west, in the Hankow sector, fighting has not yet broken
out, Communist sctiocn to s eal off this area is expscted soom; such
an opersntion has long besn anticipatsed by the govsrnment commander in
the sector, PAX Chung-hsi, who has been gradually withdrawing from the
Henkow axrass for some time., YThe only other scticn was carriad out at

T
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Taiyuan, where the city fell to the Communists after a S-hour assault.
Taiyuan's loss very probably spells the early abandonment of Tsingtao,
which has now lost its chief strategic significance as a base of air
supply for the Shansi capital.

Feehle Nationalists show greater political cohesion--Under pressure %ne
of the new Commmnist offensive, Nationalist leaders are inclining toward
greater political cooperation at least temporarily. Acting President
LI Tsung-jen's decision to reject the Communist surrendsr terms was
supported by various regional leaders and by the Kuomintanpg groups
1ang committed to an "homorable peace" or continued resistance. Fellowe
g LI's recent conference with CHIANG Kai-shek in Henkow, the National
tovernment was able to annouace a somewhat authoritative program for
a "fight to the end."

Li*s prestige has suffered, however, not only because of his feilure
to meke pemce but also because CHIANG has declined to clarify his
position as "retired" President. The Acting President has announced
that he will accompeny his ministers to Centon but unless he can obtain
full presidential authority without CHIANG's interference, he mey withe
draw to Kwangsi province and continue resistance on a regional basis.
Meanwhile, right-wing Xuomintang groups reportedly are presaring the
way politically for vHIANG's possible return to power, Should CHIANG
decide tc hesd their appesls, his direct suthority probaly will be
felt only incompletely, with little popular support in Youthssst Uhina
and Taiwsn. As & result, the National Government would assune more and
more the character of a regional regime, and its claim for cortinued
recognition by foreign powers will become more tenucus.

Communist intransipence in foreign relations--The Communise action bl R
last week inm firing upon four British warehips ia the Yangtze suggests
that they are willing to risk reprisals in order %o gain credence for
their promise to protect China from "imperialist agiression.”

In addition to their commitments as Communists, the Chinese Com=
munists are sensitive as Chinese about the reputation of the ordinary
Chinese politician or soldier for compromising his position after promise
of gain or threat of force. In recent dealings with the Nationali:te,
notably in the "peace"negotiations, the Communists have not followed
the traditional Chinese practice of asking twice as much as they were
prepared to accept, but, on the contrary, have meant exactly what they
said. It seems probacle that the Communist attitude in conducting foruign
relations will be similarly intransigent. This does nct mean that the
Communi ste will persscute US citizens in China, or that they will
necessarily seal up the US Embassy in fallen Nanking. It does imply,
however, that US diplomatic representetives in China will encounter
considerable difficulty in their work. In addition to being prepared
to take action mgainst foreign armed forces, the Communists are sincere
in their denunciat on of "traitorous treaties," eand will doubtless carry
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out their threat to repudiate or attempt to reovise most if not all of
the existing Sino-US agreements.

Communist Ovcupation Problems in the Yanpgtze Valley--The Communists
are confronted with the problem of occupying half a dozen large cities
at once in areas more densely populated and with far wore industries
than heretofore encountered. The Yangtze Valley cities of the Wuhan
district, Changsha, Nanchang, Nanking and Shanghai represent the ma jor
industrial resion in China. These cities have experienced a general
preakdown in government, finances and public utilities, aggravated by
a large influx of refugees.

If Communist procedures in Tientsin and Peiping are any guide. it
7ill be several weeks b.fore Communist policies or “provisional”
decisions are made for the operation of these newly-occupied cities,
hile this delay will merely continue the economic stagnancy in the
last few morths, it will nonetheless render the eventual Co-munisi tesk
of organizing the rescurces and personnel of goveruvment and industries
in the Yanptze cities more difficult,

Ssveral favorsble fectors will aid the Communist takeover, how-
ever., ‘they will find gensral nonresistance to their occupation.
Officials on the working levels have largely remained at their postis
and will be guided by high-level Communists who, by now, may be more
familiar with the problems of urben areas. The opening of communications
inside the Yangtze Valley region, and between Central snd North Chine
as well, will enable the Communists to feed the urban populations and
supply raw materials (coal, cotton, etc.) to the factories from accumulated
inlend and northern commodity stocks. There is plenty of food and
cotton in the rural areas. The nation's coal mines are mostly in
North China, and if product’ on even approximetes that reported by the
Communists, stockpiles ewaiting shipment to Shanghal snd sgnking apparently
are lerge., Not only will raw materials be sup lied, but the markets in
the cities of North China and throughout the rural areas of Central snd
North China will be restored %o the textile and flour mills in the
Yangtze Yalley. This will result in a fairly immediate increase in the
output of plents now operating end will permit idle plants to get into
production. ]

The Communists appsar to be capable of rectoring order which implies
restoration of public utilities. The problem of regenerating economic
sctivity may prove to be more difficult, particularly in conrection
with the attainment of a stable financial structure and monetary system
as well as the revival of foreign trade, VWhile the Cormunists are
insufficiently prepared to run the Yangtze Valley; their occupation
pronises peace, law and order, and unification in Central and North
China for the first time in several years. The initiul enthusiasm of
the people toward these promises will, in the short rum, bolster the
Communist regime despite its many shorteonings,

#ONFIDENTIAL
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